Big Rapids Township
Mecosta County

REPORT ON FINANCIAL STATEMENTS
(with required supplementary information)

Year ended December 31, 2004

i
1
JUN 7 2005 %
\

LOCAL AUDIT & FINANCE DIV.




JUN -7 2005
¥,

Mlchlgan Deptartment of Treasury
496 (2-04

Audltlng Procedures Report

Issued under P.A. 2 of 1968, as amended. LOCAL AUDIT & FINANCE DIV.

Local Government Type Local Government Name County

O city Township [ Jvilage [Jother | Big Rapids Township Mecosta
Audit Date Opinion Date Date Accountant Report Submitted to State:

12/31/04 3/10/05 6/3/05
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DYes No 8. The local unit uses credit cards and has not adopted an applicable policy as required by P.A. 266 of 1995
(MCL 129.241).

D Yes No 9. The local unit has not adopted an investment policy as required by P.A. 196 of 1997 (MCL 129.95).

To Be Not
We have enclosed the following: Enclosed Forwarded Required
The letter of comments and recommendations. v
Reports on individual federal financial assistance programs (program audits). v
Single Audit Reports (ASLGU). v
Certified Public Accountant (Firm Name)
Brickley Del.ong, PLC
Street Address City State 2P
500 Terrace Plaza( P.O. Wx 999 e Muskegon Ml 49443

; Date
Ty, Letoe, e ™ ofsfos




Big Rapids Township
LIST OF ELECTED AND APPOINTED OFFICIALS

December 31, 2004
ELECTED OFFICIALS
SUPEIVISOT ...ttt ettt e e e Maxine McClelland
CLETK ... e Sherr Gilbert
TTEASUTET ...ttt e ettt et e e e et e e e et ee e e ettt e e e Roger Winegar
TIUSTEES .ottt ettt Vivian Smith

Perry Douglass



Big Rapids Township

TABLE OF CONTENTS

List of Elected and Appointed Officials
Management’s Discussion and ANalYSiS.............c.oocoooiiiiioi oo i - viii
Independent Auditors’ REPOIt...........c.ooiiiiiiiiii e 1

Basic Financial Statements
Government-Wide Financial Statements

StAtEMEIE OF INEE ASSEES ... ..ot e et 3
Statement OF ACHVITIES ..ottt e et 4
Fund Financial Statements

Balance Sheet—Governmental FUnds ..o e 5
Reconciliation of the Balance Sheet of Governmental

Funds to the Statement Of NEt ASSEES........c.vviie it 6
Statement of Revenues, Expenditures and Changes

in Fund Balances —Governmental Funds ..., 7

Reconciliation of the Statement of Revenues, Expenditures
and Changes in Fund Balances of Governmental Funds

to the Statement Of ACIVILIES .............ovoiiiiiiiiieie e, 8
Statement of Net Assets—Sewer Fund.......................coooi e, 9
Statement of Revenues, Expenses and Changes in Net Assets—

SeWET FUNA ..., 10
Statement of Cash Flows—Sewer Fund ..................c..ocooooiiiiii e, 11
Statement of FIduciary NEt ASSELS ..........c.oocvoiiiiiiieiiiioiee e 12
Statement of Changes in Fiduciary Net ASSELS .............coooviiiiiiiiiiiie e 13

Notes to Financial Statements ...............c.cooiiiiiiiiii e 14
Required Supplemental Information

Budgetary Comparison Schedule—General Fund ... 26

Budgetary Comparison Schedule—Fire Fund ... 27

Budgetary Comparison Schedule—Building InSpection ......................cc..oooooiiiooeieeeeeee 28

Other Supplemental Information
Statements of Other Governmental Funds

Balance ShEEt.............ocoiiiiiiiii e 30
Statement of Revenues, Expenditures and Changes in
Fund Balances (DefiCItS) .............ooooiiiiiiiie oo 31




BIG RAPIDS TOWNSHIP
MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

As management of the Big Rapids Township, we present to the readers of the Township’s
financial statements this overview and analysis of the financial activities of the Big Rapids
Township for the fiscal year ended December 31, 2004. We encourage you to consider the
information presented in these financial statements along with the additional information that has
been furnished in this letter. To those familiar with this prior year financial statements or just
new to this document, it is important to know that the Township is presenting this analysis along
with these statements in a new format prescribed by the provisions of the Governmental
Accounting Standards Board Statement 34 (GASB 34).

FINANCIAL HIGHLIGHTS
» The Township’s General Fund balance decreased by $79,783.

» The Total net assets of all governmental funds increased $379,852. The Township
received a grant of $400,000 for improvements to the Industrial Development Park,
which contributed to the increase in the governmental funds.

» The change in net assets in the Sewer Fund was $157,942, which was an increase of 87%
from the prior year. The increase is due mainly to several new sewer connections.

OVERVIEW OF THE FINANCIAL STATEMENTS

The discussion and analysis is intended to serve as an introduction to the Township’s basic
financial statements. The Big Rapids Township's basic financial statements are comprised of
three components: 1) governmental-wide financial statements, 2) fund financial statements and
3) notes to the financial statements. This report also contains other supplementary information in
addition to the basic financial statements themselves.

Government-wide Financial Statements

The governmental-wide financial statements are designed to provide the reader with a broad
overview of the Township’s finances. These statements are similar to those of a private sector
business.

The Statement of Net Assets presents information on all of the Township’s assets and liabilities,
with the difference between the two reported as net assets. Over time, increases or decreases in
net assets may serve as a useful indicator of whether the financial position of the Township is
improving or deteriorating.

The Statement of Activities presents information showing how the Township’s net assets
changed during the fiscal year. All changes in net assets are reported when the event giving rise
to the change occurs, regardless of the timing of related cash flows. Thus, revenues and
expenses are reported in this statement for some items that will only result in cash flows in the
future fiscal periods.




BIG RAPIDS TOWNSHIP

MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

Fund Financial Statements. A fund is a grouping of related accounts that is used to maintain
control over resources that have been segregated for specific activities or objectives. The Big
Rapids Township, like other state and local governments, uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. All of the funds of the
Township can be divided into three categories—governmental funds, proprietary funds and
fiduciary funds.

Governmental Funds. Governmental funds are used to account for essentially the same
functions reported as governmental activities in the government-wide financial statements.
However, unlike the government-wide financial statements, governmental fund financial
statements focus on current sources and uses of spendable resources, as well as on balances of
spendable resources available at the end of the fiscal year. This information may be useful in
evaluating a governmental entity’s short-term financing requirements.

Because the focus of governmental funds is narrower than that of the governmental-wide
financial statements, it is useful to compare the information presented for governmental funds
with similar information presented for governmental activities in the government-wide financial
statements. By doing so, readers may better understand the long-term impact of the
government’s short-term financing decisions. Both the governmental fund balance sheet and the
governmental fund statement of revenues, expenditures and changes in fund balances provide a
reconciliation to facilitate this comparison between the two.

Big Rapids Township maintains six individual governmental funds. Information is presented
separately in the governmental fund balance sheet and in the governmental fund statement of
revenues, expenditures, and changes in fund balances for the General Fund, Fire Department
Fund, Building Inspection Fund, and the Cemetery non-expendable Trust Fund, which are
considered major funds. Data from the other funds are combined into a single, aggregated
presentation. Individual fund data for each of these non-major governmental funds is provided
in the form of combining statements elsewhere in this report.

The Township has one type of proprietary fund. Enterprise funds are used to report the same
functions presented as business-type activities in the government-wide financial statements. The
Township uses an enterprise fund to account for its sewer operations.

Enterprise funds provide the same type of information as the government-wide financial
statements, only in more detail. The enterprise fund financial statements provide separate
information for the Sewer Fund, which is a major fund.

Fiduciary Funds. Fiduciary Funds are used to account for resources held for the benefit of
parties outside the Township. Fiduciary funds are not reflected on the government-wide
financial statements because the resources from those funds are not available to support the
Township’s programs. The accounting method used for fiduciary finds is much like that used for
the proprietary funds.
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BIG RAPIDS TOWNSHIP

MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

Notes to the Financial Statements. The notes provide additional information that is essential to
a full understanding of the data provided in the government-wide and fund financial statements.
The reader is encouraged to include the reading of this section in any attempt to analyze and
understand these statements.

Other Information. In addition to the basic financial statements and accompanying notes, this
report also presents certain required supplementary information concerning the Township’s
budgetary information as it relates to the actual expenditures for the General Fund, the Fire
Department Fund, and the Building Inspection Fund.

Government-wide Financial Analysis

The first table presented below is a summary of the government-wide statement of net assets for
Big Rapids Township. As stated earlier, the net assets may be used as an indicator of a
government’s financial health. As of December 31, 2004, the Township’s net assets from
governmental activities totaled $1,072,836 (47%) and $1,210,477 (53%) from business-type
activities, creating a total government-wide net assets total of $2,283,313. Since this is the first
year the Township has prepared financial statements following GASB 34, comparisons to fiscal
year 2003 are not available. However, these comparison schedules will be provided in future
years.

In examining the composition of these net assets, the reader should note that a significant portion
(76%) of governmental activities net assets are invested in capital assets (i.e., streets, buildings,
land, vehicles, equipment, etc.) These capital assets are used to provide services to the
Township’s residents, and they are not available to pay salaries, operational expenses or fund
capital projects.

Big Rapids Township Net Assets

Governmental
Activities
2004

Current assets and other assets $ 534,285

Capital assets 864,071

Total assets 1,398,356

Current liabilities 325,520

Net assets

Invested in capital assets,

net of related debt 814,624

Unrestricted 258,212

Total net assets $ 1,072,836
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BIG RAPIDS TOWNSHIP

MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

Governmental Activities

Net assets increased by $379,852 during the 2004 fiscal year. With all of the Township’s
governmental operations combined, the net result was that its operating revenues were exceeded
by its operating expenditures, producing the resulting net assets. The following table depicts this
occurrence which will be discussed in more detail later in this analysis.

Big Rapids Township Change in Net Assets

Governmental
Activities
2004

Revenues:
Program revenues

Charge for services $ 181,616

Operating grants 433,503
General revenues

Property taxes 256,201

Grants and contributions not restricted 230,866

Unrestricted investment earning 5,857

Miscellaneous 21,189
Total revenues 1,129,232
Expenses:

General government 466,345

Public safety 182,513

Public works 51,149

Community and economic development 39,601

Culture and recreation 6,031

Interest on long-term debt 3,741
Total expenses 749,380
Change in net assets 379,852
Net assets - January 1, 2004 692,984
Net assets - December 31, 2004 $ 1,072,836
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BIG RAPIDS TOWNSHIP
MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

Financial Analysis of the Government’s Funds
As stated earlier in this discussion and analysis, the Big Rapids Township uses fund accounting
to ensure and demonstrate compliance with finance-related legal requirements.

Governmental Funds. The focus of the Big Rapids Township governmental funds is to provide
information on near-term inflows, outflows, and balances in spendable resources. Such
information is useful in assessing the Township’s financing requirements. In particular,
unreserved fund balances or the lack thereof, may serve as a useful measure of a government’s
net resources available for spending at the end of the fiscal year.

At the end of the 2004 fiscal year, the Big Rapids Township governmental funds reported a
combined unreserved fund balance of $99,189. This number represents the unreserved fund
balance of $97,840 in the General Fund and $1,349 in other governmental funds. It is necessary
to further distinguish between the unreserved and reserved fund balance. The unreserved
balance represents what is available for spending at the Township’s discretion. The remainder of
the fund balance is reserved to indicate that it is not available for new spending because it has
already been committed as reserves for prepaid items $7,921, advances $48,000 and perpetual
care $103,102. When the fund balance has been adjusted to account for these reserves, the result
is a final fund balance of $258,212, which consists of a fund balance of $145,840 in the General
Fund plus the fund balance of $112,372 in other governmental funds.

The General Fund is the chief operating fund of the Big Rapids Township. At the end of the
fiscal year 2004, the unreserved General Fund fund balance was $97,840 and the total General
Fund fund balance was $145,840.

The other governmental funds column consists of various funds. The Fire Department Fund is
the largest fund in that schedule and ended the year with a current year change in fund balance
of 35,168, which brought the end of year fund balance to $6,373. The current year change in
fund balance was primarily caused by an increase in the number of fire runs.

General Fund Budget

The General Fund election wages budget increased from $3,000 to $5,750 due to the fact that the
Township hired more workers for the presidential election, plus this year a new voting precinct
was added. These factors were not known during the original budget adoption process and,
therefore, were not considered in the original budget.

The General Fund Highways and Streets contractual services increased from $3 5,000 to $44,500.
This was due to problems with a paving project, which increased costs to an amount higher than
anticipated.

The health insurance line item budget went from $20,000 in the original budget to $22,953 in the
final budget. Health insurance rate increases were more than expected.




BIG RAPIDS TOWNSHIP

MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

The building inspection professional services line item was adjusted up from $700 to $2,700 in
order to hire an attorney in a trailer park code violations proceeding.

A new line item, Sewer Fund IPP Contract, was added to the budget during the fiscal year. This
line item represented a new charge that the Township was required to pay to the City of Big
Rapids for sewer industrial pretreatment services. In addition to this charge, the City also
increased the sewer contract with the Township and the Township adjusted the sewer contract
budget from $90,000 to $100,000 to reflect this change.

Capital Assets

The Big Rapids Township investment in capital assets for its governmental and business-type
activities as of March 31, 2004 totaled $1,651,669 (net of accumulated depreciation). This
investment in capital assets includes land, buildings, infrastructure, improvements, machinery,
equipment, plants and vehicles.

BIG RAPIDS TOWNSHIP CAPITAL ASSETS
(Net of Accumulated Depreciation)

Governmental
Activities
2004
Land $ 97,429
Buildings and improvements 328,809
Construction in progress 46,806
Plants and systems 787,598
Machinery and equipment 33,977
Vehicles 357,050
Total $ 1,651,669

Additional information on the Township’s capital assets can be found in Note D of the “Notes to
the Financial Statements” of this report.
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BIG RAPIDS TOWNSHIP
MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

At the end of the 2004 fiscal year, the Big Rapids Township had total outstanding debt of
$109,447. Approximately $60,000 or (55%) of the Township’s outstanding debt represented in
the table below is a revenue bond. The payment of this debt service is anticipated through the
revenues generated from the water and sewer services in the enterprise fund.

BIG RAPIDS TOWNSHIP OUTSTANDING DEBT

Governmental
Activities
2004
Note payable $ 49,447
Revenue bonds 60,000
Total $ 109,447

The Township’s total debt decreased by $457,593 during the fiscal year. This reduction was due
to normal debt payoffs as provided for in the fiscal year 2004 Budget, and a grant of $400,000 to
pay-off the debt for the Industrial Development Park.

Additional information on the Big Rapids Township’s long-term debt can be found in Note F of
the notes to the financial statements, beginning on page 22.

General Economic Overview

The Big Rapids Township has set fiscal accountability and financial stability as its number one
priority. This is also its greatest challenge.

The Township’s General Fund is comprised of two major revenue sources, state revenue sharing
and property tax revenue. Those two sources comprised over 79% of the General Fund revenue
sources. In fiscal 2005, state revenue sharing is expected to continue to decline. Property tax
revenues will remain flat at best.

The Township has undertaken a number of measures to offset the fund deficits and declining
revenues among them are reducing overall spending and working with a balanced budget. The
result of some of these actions may be reflected in the 2005 final expenditures, however, it
should be noted that in some cases the actions have effectively slowed the rate of increase in
expenditures and not reduced them.
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BIG RAPIDS TOWNSHIP
MANAGEMENT'S DISCUSSION AND ANALYSIS
DECEMBER 31, 2004

The Township Board and staff remain optimistic that the Township’s economic stability will be
further enhanced by several projects in various stages of development among them are the
Industrial Development Park, chain store development, and several apartment/condominium
projects.

Requests for Information

This financial report is designed to provide a general overview of the Big Rapids Township’s
finances for all those with an interest. Questions concerning any of the information provided
in this report or requests for additional information should be addressed to the Big Rapids
Township, 14212 Northland Drive, Big Rapids, M1 and 49307, (231) 796-3603.
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BRICKLEY DELONG

CERTIFIED PUBLIC ACCOUNTANTS
‘\_)W;

INDEPENDENT AUDITORS’ REPORT

March 10, 2005

To the Township Board
Big Rapids Township
Mecosta County

Big Rapids, Michigan

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of Big Rapids Township as of and for
the year ended December 31, 2004, which collectively comprise the Township's basic financial statements as
listed in the table of contents. These financial statements are the responsibility of Big Rapids Township's
management. QOur responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of Big Rapids Township, as of December 3 1, 2004, and the respective changes in
financial position and cash flows, where applicable, thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

As described in Note A, Big Rapids Township has implemented a new financial reporting model, as required by
the provisions of GASB Statement No. 34, Basic Financial Statements—and Management's Discussion and
Analysis—for State and Local Governments, as of December 3 1, 2004.

The management's discussion and analysis and budgetary comparison information on pages i through viii and 26
through 31 are not a required part of the basic financial statement but are supplemental information required by
accounting principles generally accepted in the United States of America. We have applied certain limited
procedures, which consisted principally of inquiries of management regarding the methods of measurement and
presentation of the supplemental information. However, we did not audit the information and express no opinion
on it.

500 Terrace Plaza « P.O. Box 999 . Muskegon, M1 49443 1 Y07 8 State St.« P.O. Box 337 « Hart, MI 49420
PHONE (231) 726-3157 « FAX (231) 722-0260 PHONE (231) 873-1040 « FAX (231) 873-060).2
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BRICKLEY DELONG

[ ]
Township Board
March 10, 2005

- Page 2

- Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise Big Rapids Township’s basic financial statements. The combining nonmajor governmental funds
financial statements are presented for purposes of additional analysis and are not a required part of the basic
financial statements. The combining nonmajor funds financial statements have been subjected to the auditing

-

procedures applied in the audit of the basic financial statements and, in our opinion, are fairly stated in all material
respects in relation to the basic financial statements taken as a whole.
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Big Rapids Township
NOTES TO FINANCIAL STATEMENTS
December 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements of the Big Rapids Township (Township) have been prepared in conformity with
accounting principles generally accepted in the United States of America (GAAP) as applied to government
units. The Governmental Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles. The more significant of the
Township's accounting policies are described below:.

Effective January 1, 2004, the Township adopted GASB Statement No. 34, Basic Financial Statements — and
Management’s Discussion and Analysis - for State and Local Governments, as amended by GASB Statement
No. 37 and No. 38. These statements primarily establish standards for external financial reporting for state
and local governments. Certain significant changes in these statements include the following:

* A Management Discussion and Analysis (MD&A) section providing an analysis of the
Township’s overall financial position and results of operations.

* Government-wide financial statements prepared using full accrual accounting for all of the
Township’s activities.

* A change in the fund financial statements to focus on the major funds.
* Expansion of footnote disclosures.

e These and other changes are reflected in the accompanying financial statements, including
notes to financial statements.

The beginning net assets restated for the effects of implementation of GASB Statement No. 34 are as follows:

Fund balances at January 1, 2004—

governmental funds $ 340,665
Capital assets, net 849,359
Long-term liabilities (497.040)
Restated net assets at January 1, 2004 $.692,984

1. Reporting Entity

Big Rapids Township (Township) is a general law township governed by an elected five-member board.

2. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.¢., the statement of net assets and the statement of changes in net
assets) report information on all of the nonfiduciary activities of the primary government. For the most part,
the effect of interfund activity has been removed from these statements. Governmental activities, which

normally are supported by taxes and intergovernmental revenues, are reported separately from business-type
activities, which rely to a significant extent on fees and charges for support.
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
2. Government-Wide and Fund Financial Statements—Continued

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segments are offset by program revenues. Direct expenses are those that are clearly identifiable with a
specific function or segment. Program revenues include 1) charges to customers or applicants who purchase,
use, or directly benefit from goods, services, or privileges provided by a given function or segment and 2)
grants and contributions that are restricted to meeting the operational or capital requirement of a particular
function or segment. Taxes and other items not properly included among program revenues are reported
instead as general revenues. The Township does not allocate indirect costs.

Separate financial statements are provided for governmental funds, proprietary funds, and fiduciary funds,
even though the latter are excluded from the government-wide financial statements. Major individual
governmental funds and major individual enterprise funds are reported as separate columns in the fund
financial statements.

3. Measurement Focus, Basis of Accounting and Financial Statement Presentation

The government-wide financial statements are reported using the economic resources measurement focus and
the accrual basis of accounting, as are the proprietary fund and fiduciary fund financial statements. Revenues
are recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Property taxes are recognized as revenues in the year for which they are levied. Grants
and similar items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial resources measurement focus
and the modified accrual basis of accounting. Revenues are recognized as soon as they are both measurable
and available. Revenues are considered to be available when they are collectible within the current period or
soon enough thereafter to pay liabilities of the current period. For this purpose, the government considers
revenues to be available if they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual accounting. However, debt
service expenditures, as well as expenditures related to compensated absences and claims and judgments, are
recorded only when payment is due.

Property taxes, franchise taxes, licenses and interest associated with the current fiscal period are all
considered to be susceptible to accrual and so have been recognized as revenues of the current fiscal period.
All other revenue items are considered to be measurable and available only when cash is received by the
government.

The Township reports the following major governmental funds:

The General Fund is the government's primary operating fund. It accounts for all financial
resources of the general government, except those required to be accounted for in another fund.

The Fire Fund is to record the Township's fire department activities. The Building Inspection
Fund is used to account for the Township's building inspection operation. The Cemetery
Perpetual Care Fund is the non-expendable trust fund used for permanently restricted cemetery
assets.

15




Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
3. Measurement Focus, Basis of Accounting and Financial Statement Presentation—Continued
The Township reports the following major proprietary fund:

The Sewer Fund operates the Township's sewage pumping station, collection systems and pays
the City of Big Rapids for sewer treatment.

Additionally, the Township reports the following fund types:

The Pension Trust Fund accounts for the activities of the Township’s employee's retirement plan,
which accumulates resources for pension benefit payments.

The Cemetery Expendable Trust Fund is used to account for resources held in trust for the
cemetery.

Private-sector standards of accounting and financial reporting issued prior to December 1, 1989, generally
are followed in both the government-wide and proprietary fund financial statements to the extent that those
standards do not conflict with or contradict guidance of the Government Accounting Standards Board.
Governments also have the option of following subsequent private-sector guidance for their business-type
activities and enterprise funds, subject to this same limitation. The Township has elected not to follow
subsequent private-sector guidance.

Amounts reported as program revenues include 1) charges to customers or applicants for goods, services or
privileges provided, 2) operating grants and contributions and 3) capital grants and contributions, including
special assessments. Internally dedicated resources are reported as general revenues rather than as program
revenues. Likewise, general revenues include all taxes.

Proprietary funds distinguish operating revenues and expenses from nonoperating items. Operating revenues
and expenses generally result from providing services and producing and delivering goods in connection with
a proprietary fund's principal ongoing operations. The principal operating revenues are charges to customers
for sales and services. Operating expenses for the Proprietary Fund include the cost of sales and services,
administrative expenses and depreciation on capital assets. All revenues and expenses not meeting this
definition are reported as nonoperating revenues and expenses, including tap fees intended to recover the cost
of connecting new customers to the system.

When both restricted and unrestricted resources are available for use, it 1s the Township's policy is to use
restricted resources first, then unrestricted resources as they are needed.

16




Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
4. Assets, Liabilities and Net Assets or Equity
a. Deposits and Investments

The Township's cash and cash equivalents are considered to be cash on hand, demand deposits and short-
term investments with original maturities of three months or less from the date of acquisition.

The Township has adopted an investment policy in compliance with State of Michigan statutes. Those
statutes authorize the Township to invest in obligations of the United States, certificates of deposit, prime
commercial paper, securities guaranteed by United States agencies or instrumentalities, United States
government or federal agency obligation repurchase agreements, bankers acceptances, state-approved
investment pools and certain mutual funds. All investments are stated at fair value,

Pension plan investments are reported at fair value. The Township's pension trust investments are held in
trust by the investment fiduciary, John Hancock USA Group Pension Services. Michigan Compiled
Laws, Section 38.1132, authorizes the Township's plan to invest in a wide variety of investments
including stocks, bonds, certificates of deposit, real estate, annuity contracts obligations of a specified
nature, and real or personal property.

b. Receivables and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the end
of the fiscal year are referred to as either "due to/from other funds" (1.e., the current portion of interfund
loans) or "advances to/from other funds” (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as "due to/from other funds". Any residual balances
outstanding between the governmental activities and business-type activities are reported in the
government-wide financial statements as "internal balances".

Advances between funds, as reported in the fund financial statements, are offset by a fund balance reserve
account in applicable governmental funds to indicate that they are not available for appropriation and are
not expendable available financial resources.

All trade and property tax receivables are shown net of allowance for uncollectibles.

The Township bills and collects its own property taxes and also collects taxes for the county, school and
State of Michigan. Taxes are levied on each December 1 on the taxable valuation of property (as defined
by state statutes) located in the Local Governmental Unit and are due without penalty on or before
February 14. Uncollectible real property taxes as of the following March 1 are turned over by the
Township to the County for collection. The County advances the Township all these delinquent real
property taxes. The delinquent personal property taxes remain the responsibility of the Township. The
Township recognizes all available revenue from the current tax levy. Available means collected within
the current period or expected to be collected soon enough thereafter to be used to pay liabilities of the
current pertod (60 days).

The 2003 state taxable value for real/personal property of the Township totaled approximately
$94,928,000. The ad valorem taxes levied consisted of 1.2088 mills for the Township's operating
purposes and 1.4629 mills for Fire Department operations. These amounts are recognized in the
respective General Fund and Fire Fund financial statement.
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
4. Assets, Liabilities and Net Assets or Equity—Continued
¢. Prepaid Items

Certain payments to vendors reflect costs applicable to future accounting periods and are recorded as
prepaid items in both government-wide and fund financial statements.

d. Capital Assets

Capital assets, which include property, plant, equipment and infrastructure assets (e.g., sewer system
assets), are reported in the applicable governmental or business-type activities columns in the
government-wide financial statements. Capital assets are defined by the government as assets with an
initial, individual cost of more than $5,000 and an estimated useful life in excess of a year. Such assets
are recorded at historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation.

The costs of normal maintenance and repairs that do not add to the value of the asset or materially extend
assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are constructed. Interest
ncurred during the construction phase of capital assets of business-type activities is included as part of
the capitalized value of the assets constructed.

Property, plant and equipment of the primary government, as well as the component units, is depreciated
using the straight-line method over the following estimated useful lives:

Assets Years
Buildings and improvements 20
Vehicles 20
Equipment 5
Land improvements 20
Software 2
Plants and systems 50

e. Long-Term Obligations

In the government-wide financial statements and proprietary fund types in the fund financial statements,
long-term debt and other long-term obligations are reported as liabilities in the applicable governmental
activities, business-type activities or proprietary fund type statement of net assets.

f. Fund Equity
In the fund financial statements, governmental funds report reservations of fund balance for amounts
that are not available for appropriation or are legally restricted by outside parties for use for a specific

purpose. Designations of fund balance represent tentative management plans that are subject to
change.
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE A—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES—Continued
4. Assets, Liabilities and Net Assets or Equity—Continued
g. Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures.

NOTE B—STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
1. Budgetary Information

Annual budgets are adopted on a basis consistent with generally accepted accounting principles for all
governmental funds except the capital projects funds, which adopt project-length budgets, and the
permanent fund, which is not budgeted. All annual appropriations lapse at fiscal year end.

The Township follows these procedures in establishing the budgetary information provided in the
financial statements:

a. Prior to the first Monday of November, the Township Supervisor submits to the
Township Board a proposed operating budget for the fiscal year commencing the
following January 1. The operating budget includes proposed expenditures and the
means of financing them.

b. Public hearings are conducted at the Township Hall to obtain taxpayer comments.

¢. Not later than the first Tuesday in November, the budget is legally enacted through
passage of a resolution.

d. Supplemental appropriations, when required to provide for additional expenditures,
are matched by additional anticipated revenues or an appropriation of available fund
balance and must be approved by the Township Board. All appropriations lapse at
year end.

The appropriated budget is prepared by fund, function and department. The Township's department heads
may make transfers of appropriations within a department. Transfers of appropriations between
departments require the approval of the Township Board. The legal level of budgetary control is the
department level. The Township Board made several supplemental budgetary appropriations throughout
the year.

2. Fund Deficit

As of December 31, 2004, the Township's Industrial Development Fund had an undesignated fund deficit
of $47,578. The deficit will be eliminated through future operations.

3. Excess of Expenditures Over Appropriations
For the year ended December 31, 2004, actual expenditures exceeded budgeted expenditures in the
Legislative Department of the General Fund by $66,986. The overexpenditure was approved by the

Township Board, but the budget was inadvertently not amended for the expenditures. The
overexpenditures were funded utilizing the General Fund fund balance.
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE C—DEPOSITS AND INVESTMENTS
1. Deposits

The Township’s deposits are categorized to give an indication of the level of risk assumed by the entity at
year end. Category 1 includes deposits insured or collateralized with securities held by the entity or its agent
in the entity’s name. Category 2 includes deposits collateralized with securities held by the pledging financial
institutions” trust department or agent in the entity’s name. Category 3 includes deposits which are
uncollateralized.

As of December 31, 2004, the Township’s carrying amount of deposits was $1,093,914, and the bank balance
was $1,223,974. Of the bank balance, $100,000 was covered by federal depository insurance. The remaining
$1,123,974 was uninsured and uncollateralized.

2. Investments

As of December 31, 2004, the Township's investments represented holdings in certificates of deposit with
original maturities of longer than three months and mutual funds. During the year ended December 31, 2004,
the Township's investments were only in these types of investments.

The Township's investments are categorized below to give an indication of the level of risk assumed by the
entity at year end. Category 1 includes investments that are insured or registered, or the securities held by the
Township or its agent in the Township's name. Category 2 includes uninsured and unregistered investments
for which the securities are held by the counterparty's trust department or agent in the Township's name.
Category 3 includes uninsured and unregistered investments for which the securities are held by the
counterparty, or by its trust department or agent but not in the Township's name.

As of December 31, 2004, the Township had Category 1 certificates of deposit, with carrying values which
approximate fair values, of $100,000. Mutual funds are not categorized. As of December 31, 2004, the
Township's fair value in those mutual funds was $428,127.

The composition of pension trust fund investments at fair value is included in the previous paragraph and
shown in the following table:

Guaranteed income funds $ 15,814
Managed domestic stock funds 412,313
$_ 428,127
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004
NOTE D—CAPITAL ASSETS

Capital asset activity for the year ended December 31, 2004 was as follows:

Balance Balance
January 1, December 31,
2004 Additions Deductions 2004
Governmental activities:
Capital assets, not being depreciated:

Land $ 97429 § - $ - $ 97429

Construction in progress - 46,806 - 46.806
Total capital assets, not being depreciated 97.429 46.806 - 144,235
Capital assets, being depreciated:

Buildings and other improvements 384,313 - - 384,313

Vehicles 632,332 - - 632,332

Equipment 99.445 16,759 - 116,204
Total capital assets, being depreciated 1,116,090 16,759 - 1,132,849
Less accumulated depreciation for:

Buildings and other improvements 52,791 2,713 - 55,504

Vehicles 243,987 31,295 - 275,282

Equipment 67,382 14,845 - 82,227
Total accumulated depreciation 364.160 48.853 - 413,013
Total capital assets, being depreciated, net 751,930 (32.094) - 719,836
Capital assets, net $_849359 $§_ 14712 $ - §$__864,071

Business-type activities:
Capital assets, being depreciated:

Plants and systems $ 974740 $ - $ - 5 974,740
Less accumulated depreciation 162.774 24.368 - 187.142
Capital assets, net $_ 811966 $_ _(24368) $ - $_ 787,598

Government activities:
Depreciation
Depreciation expense was charged to functions as follows:
General government $ 47,705
Public safety 1,148
$ 483853

Business-type activities:
Depreciation
Depreciation expense of $24,368 in the Enterprise Fund was charged to the sewer function.

The Township was awarded a $2,050,000 grant for infrastructure development in the Big Rapids Area
Industrial Park. The Township is required to match $879,000 in local funds. The Township has not entered
into any commitments related to this project at this time.
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE E—INTERFUND RECEIVABLES, PAYABLES AND TRANSFERS

The composition of interfund balances is as follows::

Due from/to other funds
Receivable fund Payable fund Amount Purpose
General Fund Sewer Fund $ 1,034  Operations
General Fund Building Inspection 4,356  Operations
General Fund Agency Fund 21,126 Tax collections
Fire Fund Agency Fund 24646  Tax collections

Total $_51,162

Advances fromvto other funds
Receivable fund Payable fund Amount Purpose
General Fund Nonmajor governmental fund $_48,000  Operations

Transfers in:
Transfers out: Cemetery Expendable Trust Fund Purpose
Cemetery Perpetual Care
Non-Expendable Trust Fund $ 37329 Spendable interest income

NOTE F—LONG-TERM DEBT

Summary of Changes in Long-Term Liabilities
The following is a summary of long-term liabilities activity for the Township for the year ended
December 31, 2004,

Balance Balance
January 1, December 31, Due within
2004 Additions Deductions 2004 one year
Governmental activities:
Notes payable $ 497040 § - $447593 $ 49447 $_49.447
Business-type activities:
Revenue bonds $ 70,000 $ - $_10,000 $ 60.000 $_10.000
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CON TINUED
December 31, 2004

NOTE F—LONG-TERM DEBT—Continued

Summary of Changes in Long-Term Liabilities—Continued
Balance
December 31, 2004

Governmental activities:
General obligation bonds:
$187,000 Note payable due
in annual installments of
$51,335 including interest
at 3.85%,; final payment due
December 2005 $49,447

Business-type activities:

Revenue bonds:

$190,000 Sanitary Sewer
System bonds of 1992;
annual payments of
$10,000 plus interest at
7.25%; final payment due
March 2010 $60,000

The Township’s $400,000 note payable included in the January 1, 2004 balance represented an agreement
with the Michigan Strategic Fund relating to the construction of infrastructure improvements within a
Renaissance Zone. The purpose of the Renaissance Zone was to create at least forty new jobs with at least 51
percent of the created jobs to be made available to or held by low and moderate-income people. During 2004,
the Michigan Strategic Fund determined that the township created enough net jobs to have the debt converted
to a grant. This grant is included in the Statement of Activities as a capital grant.

The 1992 Sanitary Sewer revenue bonds are payable solely from the net revenues of the sewer supply
directing the Township to create funds restricted for use in the construction project and in debt service.

The Township was in compliance in all material respects with all the revenue bond ordinances at
December 31, 2004,

Annual debt service requirements to maturity for debt outstanding as of December 3 1, 2004 follows:

Governmental Business-type
Year ending activities activities
December 31. 2004 Principal Interest Principal Interest
2005 $49.447 $ 1,888 $10,000 $ 4,350
2006 - - 10,000 3,625
2007 - - 10,000 2,900
2008 - - 10,000 2,175
2009 - - 10,000 1,450
2010 - - 10,000 725
Total $49,447 $_1,888 $60,000 $15,225
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Big Rapids Township
NOTES TO THE FINANCIAL STATEMENTS—CONTINUED
December 31, 2004

NOTE G—OTHER INFORMATION
1. Risk Management

The Township is exposed to various risks of loss related to torts; theft of, damage to and destruction of assets;
errors and omissions; and natural disasters for which the government carries commercial insurance.
Liabilities are reported when it is probable that a loss has occurred and the amount of the loss in excess of
insurance coverage can be reasonably estimated. There has been no loss in excess of insurance in the past
three years.

2. Contingent Liabilities

Amounts received or receivable from grant agencies are subject to audit and adjustment by grantor agencies,
principally the federal government. Any disallowed claims, including amounts already collected, may
constitute a liability to the applicable funds. The amount, if any, of expenditures that may be disallowed by
the grantor cannot be determined at this time, although the Township expects such amounts, if any, to be
immaterial.

NOTE H—PENSION PLAN

The Township provides pension benefits for all of its board members and full-time employees through a money
purchase plan. The plan requires the Township to contribute 25 percent of covered payroll. In a defined
contribution plan, benefits depend solely on amounts contributed to the Plan plus investment earnings. The Plan
is administered through John Hancock USA Group Pension Services, an independent third party, and
contributions are based on annual earnings. For the year ended December 31, 2004, the contribution to the Plan
by the Township was approximately $26,600.
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